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Abstract 
Empirical testing for the positive association between information technology (IT) capability and firm 
performance has been a celebrated debate in IS research due to mixed findings; Bharadwaj (2000) and 
Santhanam and Hartono (2003) confirmed the positive impact of IT capability on firm performance, but 
Chae et al. (2014) suggested that there is no relationship between the IT capability and performance. 
Understanding what produces contradictory results is a timely and critical issue because a large body of 
the business value of IS research has employed IT capability as a key construct. This study examined the 
relationship by building multiple comparison groups in the same period. As a result, contrary to findings 
by Chae et al. (2014), this research indicated that IT capability had a significant impact on a firm’s 
financial performance. 
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IT capability, firm performance, the business value of IT, replication study, Information Week 500  
Introduction 
“There is an old joke about economics exams. The questions never change, but the answers 
always do.”– Lawrence Summers1 
Summers's joke encapsulates what has happened to economics theories but is not only applicable to 
economic phenomena. The information systems (IS) research area also has a controversial and unsolved 
question: Does IT capability improve firm performance? Three MIS Quarterly papers have provided two 
different answers in the past two decades. First, the IT capability construct was defined and measured 
based on the data retrieved from the Information Week (IW) 500 list from 1991-1994 (Bharadwaj 2000). 
A matched sample comparison was conducted by selecting leading IT groups from the IW 500 list as well 
as benchmark (or control) groups, whose revenue was similar (within 70%-130% of the IT leaders’ 
revenue) to the IT leading groups but that were not on the IW 500 list. The IT leaders realized superior 
firm performance as measured by several accounting ratios. Several years later, the same issue was 
investigated, but a different comparison method was employed (Santhanam and Hartono 2003). Whereas 
Bharadwaj (2000) selected a single benchmark group of leading IT firms, Santhanam and Hartono 
(2003) considered multiple benchmark groups of leading IT firms in the same industry in order to 
minimize selection bias. In other words, they compared the performance of IT leaders, such as Wal-Mart 
Stores, Inc., and the average performance of multiple benchmark firms in the retail industry. The results 
of the second study confirmed the findings of the original investigation and revealed the robustness of the 
relationship between IT capability and firm performance. IT capability enhances firms’ financial 
performance, and this influence is also sustained three years later. Until recently, the contribution of IT 
capability on firm performance has been accepted as true, and the IT capability construct has been the 
main pillar of the business value of IS papers (Stoel and Muhanna 2009; Tanriverdi and Uysal 2015; 
Wang et al. 2012). A plethora of evidence has been suggested that indicates the enabling role of IT 
                                                             
1  Wessel, D. 2014. “Summers: The fiscal questions don’t change, the answers do,” Wall Street Journal, 
May 24. 
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capability on a particular business function or business processes and its eventual influence on firm 
performance (Mishra et al. 2013; Mithas et al. 2011; Saraf et al. 2007).  
Recently, it was reported that IT capability does not have any positive influence on firm performance, and 
there is also no sustained impact of IT capability on the performance (Chae et al. 2014). The central tenet 
of this argument is that IT resources are widely available in markets, and they are commoditized after the 
prevalent use of enterprise resource planning (ERP) systems and Web technologies. Thus, it is difficult to 
attain competitive advantages from the deployment of IT systems, and having superior IT capability does 
not necessarily improve firm performance. To support their argument, Chae et al. replicated the study by 
Bharadwaj (2000). They analyzed more recent data (2001-2004) from the IW 500 compared to 
Bharadwaj (2000) and Santhanam and Hartono (2003), whose investigations used data from the IW 500 
conducted in the early 1990s (1991-1994). Chae et al. developed a single benchmark group of IT leaders 
following Bharadwaj (2000). Notably, there was no significant difference in the financial performance 
between IT leaders and their competing firms, while the role of IT capability in the competitive landscape 
of firms had largely vanished. However, this may be a hasty generalization considering that Chae et al. 
(2014) did not compare the performance of IT leaders with that of multiple benchmark firms, and some 
sample firms are not suitable to be considered benchmark firms. Figure 1 illustrates the differences in the 
three prior studies on IT capability and firm performance and this research.  
In answering the research question of the current study, “does IT capability have a positive impact on 
current and sustained firm performance?,” this work contributes to the IS research area in several ways. 
First, we are able to suggest that the positive association between IT capability and firm performance still 
exists. Second, we propose that it is necessary to understand what factors contribute to the contradictory 
results of the role of IT in building a competitive advantage of firms. Third, we provide a paradigmatic 
case for why replication studies in IS are required and necessary for expanding our understanding on a 
certain topic. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1: Comparison of this study with three prior studies 
The remainder of this study is organized as follows. In the next section, the theoretical background and 
hypotheses are introduced. The research methods and results are presented, and then implications of the 
study are discussed.  
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Theoretical Background and Hypotheses 
IT Capability and Firm Performance 
The resource-based view (Barney 1991) was suggested as a firm theory, which explains the existence of 
being of the firm and differences in firms’ performance. The core tenet of the theory is that idiosyncratic 
resources or capabilities of a firm can be a source of competitive advantages and that the competitive 
advantage will be sustained until competing firms access the resources or develop the capabilities. When a 
resource or capability of a firm is valuable, rare, inimitable, and non-substitutable, then the resource or 
capability provides a competitive advantage, because competitors do not take advantage of the same 
resource or capability. Within the stream of the resource-based view, Mata et al. (1995) contended that 
managerial IT skills are the only valuable capabilities and that physical assets, including IT systems, 
cannot be a resource of competitive advantage. Also, Melville et al. (2004) argued that, depending on the 
degree to which IT is valuable, heterogeneous, and imperfectly mobile, the IT systems confer a sustained 
competitive advantage. Bharadwaj (2000) considered managerial IT skills and infrastructure of IT 
simultaneously and defined IT capability based on the resource-based view as “a firm’s ability to mobilize 
and deploy IT-based resources in combination with other resources and capabilities” (p. 171). This means 
that, although IT assets are widely available or like commodities, IT assets and the ability to use them 
plays a key role in developing a competitive position when IT assets are combined with organizational 
resources (Nevo and Wade 2010). Therefore, possessing the superior IT capability is an antecedent of 
assuming a competitive position among competing firms.  
IT capability has been used as a core construct for IS strategy papers in linking the positive association 
between IT and firm performance. Previous studies that investigated the influence of IT capability can be 
classified roughly into three groups of focus: (1) the direct impact of IT capability, (2) the mediated impact 
of IT capability, and (3) the value creation of IT capability in multiple firms. First, a group of researchers 
examined the direct impact of IT capability, an independent variable, on firms’ performance, such as 
financial performance or organizational performance, a dependent variable. Bharadwaj (2000) and 
Santhanam and Hartono (2003) evidenced that firms with superior IT capability have a higher level of 
financial performance. Stoel and Muhanna (2009) found that internally focused IT capability and 
externally focused IT capability have a different impact on firm performance depending on environmental 
conditions, including dynamism, munificence, and complexity.  
Second, another group of scholars examined the mediating variables, such as several organizational 
functions or processes, from IT capability to firm performance. Intermediate variables are critical to 
seeing the influence of IT on output variables because the statistical relationship weakens when cause and 
effect variables are widened (Barua et al. 1995). IS improves the integration of business units with 
customers and channel partners and enhances the performance of business units through increased 
knowledge sharing and process coupling (Saraf et al. 2007). Mithas et al. (2011) provided a conceptual 
model confirming the integral role of information management capability in improving performance 
management, customer management, and process management capability. Two studies validated how IT 
capability raises organizational agility and business process agility, antecedents of organizational 
performance (Chen et al. 2014; Lu and Ramamurthy 2011).  
Third, the last group of scholars focused on how IT capability supports the coordination among multiple 
firms and contributes to value creation in the firms. Rai et al. (2012) developed inter-firm IT capability 
profiles, which refer to the use of IT functionalities to execute business processes in inter-firm 
relationships. A firm with a higher level of inter-firm IT capability develops greater relational value with 
its partner firms. Saldanha et al. (2013) argued that manufacturing plants with the utilization of IT for 
collaboration and transaction with suppliers and customers generate better performance, such as labor 
productivity and inventory turnover. Im and Rai (2014) developed a model for showing IT-enabled 
coordination increases relationship performance and relationship quality in inter-organizational 
relationships.  
In sum, we have noticed a substantial amount of evidence both directly and indirectly showing the 
positive impact of IT capability on a single firm and multiple firms’ performances during the last two 
decades. Given the above-reviewed studies, this study offers the following hypothesis: 
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Hypothesis 1: The average profit ratios of firms that have superior IT capability are higher than 
the average profit ratios of all other firms in the industry. 
IT Capability and Sustained Financial Performance 
The realization of superior financial performance from a higher level of IT capability takes time. After 
implementing IT systems, a company must educate and motivate employees to use the systems. In some 
cases, the systems are supposed to be modified to support the business processes in the company after the 
roll-out of systems (Atasoy et al. 2016). In addition, not every IT system is adopted for the purpose of 
immediate utilization. IT systems can be regarded as a real option that provides benefit if certain 
conditions arise (Benaroch and Kauffman 2000; Sambamurthy et al. 2003). Therefore, it is not desirable 
to claim that there is no contribution from IT systems if we do not observe the improvements in business 
processes or functions and eventual increases in financial performance. Instead, we need to measure the 
lag effect of IT capability on firm performance. Muhanna and Stole (2010) and Santhanam and Hartono 
(2003) evidenced that firms realized higher earnings in the subsequent three years after possessing 
superior IT capability. In an empirical analysis, Tobin’s q, a forward-looking measure of firm value that 
takes into consideration the lag effect between invests in IT and their payoffs (Bardhan et al. 2013), was 
alternatively used to assess the lag effect of IT on firm performance. Mishra et al. (2013) suggested that 
the positive impact of IT capabilities on stock market returns is a proper surrogate for measuring the 
expected future earnings of firms and stock market risk. In short, it is clear that a large body of research 
confirms the lag relationship between IT capability and firm performance. Building from past research, 
the current study suggests the following hypothesis:  
Hypothesis 2: The average profit ratios of firms that have superior IT capability are higher than 
the average profit ratios of all other firms in the industry in subsequent years. 
Halo Effect on Identifying Leading IT Firms 
This research evaluates a firm’s IT capability based upon the Information Week (IW) 500 list from 2001 
to 2004. If a firm was listed on the IW 500, we assume that the firm had superior IT capability. A group of 
editors in Information Week chose the firms that use IT systems in an innovative way after reviewing 
written materials and interviewing the firms. However, there is a possibility that the editors were inclined 
to choose a firm with a good reputation or sizable revenue and profit, as Fortune’s annual ratings were 
heavily influenced by previous financial performance (Brown and Perry 1994; Roberts and Dowling 
2002). Henceforth, this paper assesses the halo effect, which influences the selection of firms, as the prior 
three studies tested. The specific way of testing the halo effect involves controlling for the prior financial 
performance of firms (Roberts and Dowling 2002) when comparing the financial performance of two 
groups. If the firms in IW500 are fairly identified without the impact of the prior financial performance, 
the financial performance of leading IT firms will be superior to their competing firms after controlling for 
the prior performance. Thus, we have included the following hypothesis: 
Hypothesis 3: After controlling for the prior financial performance, the average profit ratios of 
firms that have superior IT capability are higher than the average profit ratios of all other firms 
in industry. 
Research Method 
Sample Selection 
This study follows precisely the procedure carried in the prior three relevant studies (Bharadwaj 2000; 
Chae et al. 2014; Santhanam and Hartono 2003) to identify IT leaders on the IW 500 lists from 2001 to 
2004. During the period, the magazine announced 500 firms with a higher level of IT capability based on 
the assessment of editors in Information Week. The first step involved collecting data by building 
potential IT leading firms shown on the IW 500 list. A total of 2,000 firms were identified. In the second 
step, we chose the firms appearing more than once on the list to develop a more robust sample of IT 
leaders (Bharadwaj 2000). For instance, Pfizer was not included in the leading IT group, because the firm 
was listed only once on IW 500 list in 2001. On the other hand, Wal-Mart Stores was regarded as IT 
leaders since the company was listed on the list from 2001 to 2003. After this step, 549 IT leaders in 
several industries were incorporated. In the third step, the comparison group of 549 IT leaders was built, 
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and 337 industries were identified according to the four-digit SIC code. In some cases, multiple 
companies in the same industry were listed on the IW 500. General Motors, Daimler AG, Paccar Inc. 
belong to the same industry, whose SIC code is 3711, and their financial performance needs to be 
compared with that of all firms in the same industry. Also, if an IT leader was the sole company in its 
industry, it was excluded in this step. After matching IT leaders with their rival firms, a total of 337 firms 
remained. These steps are summarized in Table 1. 
Step Procedure Number of firms 
1 
Collecting firms’ data on the Information Week 500 lists from 2001 
to 2004 
2,000 
2 Identifying the IT leaders, which appeared in the lists more than once 549 
3 Pairing the IT leaders with control groups 337 
Table 1: Three steps of sample collection 
The biggest difference between this work and prior studies, Bharadwaj (2000) and Chae et al. (2014), is 
that this study builds multiple comparison groups in the same industry whereas prior studies chose a 
single firm as a control group. When Bharadwaj (2000) and Chae et al. (2014) selected a control group of 
an IT leader, the average sales volume of the control firm was required to be within 70% to 130% of that of 
an IT leader. Instead, Santhanam and Hartono (2003) considered all firms in the same industry the 
comparison group of an IT leader. This research follows the approach of Santhanam and Hartono (2003) 
since selecting a single control group can be arbitrary. 
Research Method 
As prior research (Bharadwaj 2000; Chae et al. 2014; Santhanam and Hartono 2003) employed a paired 
matching comparison to test Hypotheses 1 and 2, this study followed exactly the same procedure. Table 2 
summarizes the five profit ratios. Two statistical methods were adopted: pairwise t-test and Wilcoxon 
signed-rank test. The pairwise t-test assesses the difference between two groups, leading IT groups and 
their comparison group, by comparing the mean value of paired samples. In addition, Wilcoxon signed-
rank test, a non-parametric statistical test used when comparing two matched samples, was conducted in 
this research because the Wilcoxon signed-rank test produces more robust results than pairwise t-test in 
samples which are not normally distributed (Bharadwaj 2000).   
Profit ratio Definition Profit ratio Definition 
ROA Net Income/ Total Assets ROS Net Income/ Sales 
OI/A Operating Income/ Total Assets OI/S Operating Income/ Sales 
OI/E Operating Income/ Number of Employees   
Table 2: Financial ratios for profit 
To evaluate the possible halo effect, concerned with Hypothesis 3, this study adopted two regression 
models: 
      Financial Performance t = α0 + α1 Financial Performance t-1                                                    (1) 
      Financial Performance t = β0 + β1 Financial Performance t-1  + β2 IT Capability t               (2) 
      Where t= 2002~ 2004. 
Financial performance variables are profit ratios and IT capability (ITC) variable is a dummy. ITC 
variables are coded as 1 for leading IT firms. On the other hand, ITC variables are coded as 0 for 
comparison groups. The regression model (1) tested whether the financial performance of a firm in a 
particular year was related to the prior year’s financial performance. Statistically significant coefficient α1 
means that the prior year’s performance has a strong relationship with the current year’s performance 
(Fama and French 2000). The regression model (2) retested the association among financial measures, 
but also evaluated the impact of IT capability on firm performance. If β2 is statistically significant, then we 
can assume that IT capability has a sizable impact on firm performance. On the other hand, if β1 is 
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significant but β2 is not significant, it is difficult to deny the existence of a halo effect in selecting the 
leading IT firms. In other words, the firm in IW 500 was selected due to its prior financial performance 
rather than IT capability. 
Research Result 
The Comparison of Financial Performance (H1) 
The results of the pairwise t-test (p-value) and Wilcoxon signed-rank test (z-value) from 2001 to 2004 
data are summarized in Table 3. In most cases, IT leaders have realized better financial performance in 
profit ratios. In profit ratios, such as ROA, ROS, OI/A, OI/S, and OI/E, the mean and median values of IT 
leaders are higher than those of control groups. Exceptionally, there is no significant difference in OI/E 
ratios in 2002 ~ 2004 when considering paired t-test results, a finding that may be due to the small 
companies in the control group taking advantage of managing their employees. Overall, this paper argues 
that Hypotheses 1 is supported.  
  2001 2002 
Ratios Groups Mean Median 
Wilcoxon 
test 
t-test Mean Median 
Wilcoxon 
test 
t-test 
ROA 
IT leader 0.0115 0.0261 
-13.690*** 5.883*** 
0.0228 0.0273 
-11.293*** 2.097** 
Control -0.6071 -0.767 -1.7892 -0.0410 
ROS 
IT leader 0.0179 0.0315 
-13.483*** 5.611*** 
0.0236 0.0355 
-12.238*** 3.620*** 
Control -3.0458 -0.1263 -2.3910 -0.0681 
OI/A 
IT leader 0.0742 0.0724 
-13.884*** 5.421*** 
0.0771 0.0724 
-11.729*** 1.971** 
Control -0.4310 -0.0203 -1.6636 0.0115 
OI/S 
IT leader 0.0995 0.0811 
-13.554*** 5.268*** 
0.1051 0.0838 
-11.474*** 3.619*** 
Control -2.5012 -0.0348 -1.7338 0.0086 
OI/E 
IT leader 44.8777 18.7354 
-8.615*** 3.745*** 
74.5544 20.1606 
-8.684*** -0.247 
Control 13.4222 3.8424 86.2548 6.2673 
  2003 2004 
Ratios Groups Mean Median 
Wilcoxon 
test 
t-test Mean Median 
Wilcoxon 
test 
t-test 
ROA 
IT leader 0.0349 0.0333 
-12.035*** 2.378** 
0.0415 0.0443 
-10.970*** 5.734*** 
Control -4.7785 -0.0601 -0.6389 0.0025 
ROS 
IT leader 0.0481 0.0446 
-11.531*** 5.933*** 
0.0576 0.0532 
-9.590*** 3.222*** 
Control -1.2405 -0.0336 -1.9733 0.0006 
OI/A 
IT leader 0.0810 0.0738 
-13.143*** 3.231*** 
0.0906 0.0813 
-11.588*** 5.529*** 
Control -1.5414 0.0051 -0.4518 0.0161 
OI/S 
IT leader 0.1141 0.0862 
-12.214*** 6.090*** 
0.1248 0.1029 
-11.109*** 2.471** 
Control -1.1232 0.0054 -1.6184 0.0345 
OI/E 
IT leader 83.9498 22.7162 
-6.982*** 0.975 
83.4778 30.367 
-5.781*** -0.061 
Control 63.0799 7.3867 85.4285 12.989 
*** Significant at the 1% level, ** significant at the 5% level, * significant at the 10% level 
Table 3: Results of tests for Hypothesis 1  
The Comparison of Sustained Financial Performance (H2) 
This study also examined the sustained competitive advantage of IT leaders by comparing the financial 
performance of two groups, IT leaders and their control groups, measured in 2005 ~ 2007. If IT capability 
has an impact on firms’ sustained competitiveness, the financial performances of IT leaders should be 
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superior to those of control groups. Profit ratios were used to identify the difference between the two 
groups in sustained financial performance, and the results are summarized in Table 4. The mean and 
median value of profit ratios (i.e., ROA, ROS, OI/A, and OI/S) of IT leaders are significantly higher than 
those of control groups in 2005 ~ 2007. Still, there is no significant difference between OI/E of IT leaders 
and control groups. This study evidences a substantial difference in sustained financial performance 
between IT leaders and control groups. Subsequently, this study argues that Hypothesis 2 is supported. 
  2005 2006 
Ratios Groups Mean Median 
Wilcoxon 
test 
t-test Mean Median 
Wilcoxon 
test 
t-test 
ROA 
IT leader 0.0422 0.0454 
-12.061*** 5.425*** 
0.0543 0.0483 -
10.986*** 
2.385** 
Control -0.6582 -0.0148 -0.8522 0.0068 
ROS 
IT leader 0.0542 0.0581 
-10.906*** 3.947*** 
0.0713 0.0597 
-11.067*** 2.899*** 
Control -3.9071 -0.0076 -3.2437 0.0068 
OI/A 
IT leader 0.0959 0.0918 
-11.442*** 5.940*** 
0.0971 0.0866 
-10.761*** 3.106*** 
Control -0.3651 0.0264 -0.4532 0.0434 
OI/S 
IT leader 0.1285 0.1098 
-11.359*** 3.675*** 
0.1308 0.1036 -
10.952*** 
2.801*** 
Control -3.0249 0.0390 -2.6354 0.0496 
OI/E 
IT leader 89.5065 31.1237 
-7.590*** -0.863 
99.0485 35.3144 
-5.597*** -1.067 
Control 214.5044 13.3355 145.3940 19.1163 
  2007  
Ratios Groups Mean Median 
Wilcoxon 
test 
t-test     
ROA 
IT leader 0.0450 0.0496 
-10.410*** 5.258*** 
  
  
Control -0.6679 0.0041   
ROS 
IT leader 0.0518 0.055 
-10.014*** 4.479*** 
  
  
Control -1.9124 0.0015   
OI/A 
IT leader 0.0895 0.0882 
-10.358*** 5.296*** 
  
  
Control -0.4074 0.0403   
OI/S 
IT leader 0.1192 0.1039 
-10.521*** 4.210*** 
  
  
Control -1.3263 0.0461   
OI/E 
IT leader 92.7738 32.7278 
-4.837*** -1.654* 
  
  
Control 185.1624 17.248   
*** Significant at the 1% level, ** significant at the 5% level, * significant at the 10% level 
Table 4: Results of tests for Hypothesis 2 
Testing for Halo Effect (H3) 
Two regression model (1) and (2) were tested to assess whether the halo effect exists in selecting leading 
IT groups. Regression results are described in Table 5. In almost all cases, prior performance has a 
significant impact on firm performance. For instance, the coefficient of prior ROA of 2002 is 0.206, which 
is significant at a 1% level. This means that the ROA of firms in 2002 is primarily related to the ROA of 
firms in 2001. By the same token, the influence of IT capability on firm performance after controlling for 
prior firm performance can be estimated by the coefficient of IT capability. Eight coefficients of IT 
capability in Table 5 are statistically significant at a 5% level. These results partially support the 
Hypothesis 3.  
  2002 2003 
Ratios Model N R-square 
Prior year 
performance 
IT 
capability 
N R-square 
Prior year 
performance 
IT 
capability 
ROA 1 674 0.043 0.206***  674 0.000 0.008  
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2 674 0.044 0.198*** 0.037 674 0.008 0.001 0.091** 
ROS 1 674 0.034 0.184***  674 0.028 0.167***  
2 674 0.044 0.162*** 0.104*** 674 0.068 0.138*** 0.204*** 
OI/A 1 674 0.031 0.175***  674 0.002 0.040  
2 674 0.032 0.166**** 0.042 674 0.016 0.031 0.121*** 
OI/S 1 674 0.028 0.168***  674 0.030 0.174***  
2 674 0.040 0.146*** 0.109*** 674 0.073 0.145*** 0.208*** 
OI/E 1 652 0.052 0.229***  668 0.470 0.686***  
2 652 0.055 0.233*** -0.053 668 0.471 0.686*** 0.030 
  2004  
Ratios Model N R-square 
Prior year 
performance 
IT 
capability 
    
ROA 1 674 0.000 0.007      
2 674 0.047 -0.012 0.217***   
ROS 1 674 0.152 0.390***      
2 674 0.154 0.382*** 0.038   
OI/A 1 674 0.005 0.069*      
2 674 0.046 0.044 0.204***   
OI/S 1 674 0.103 0.321***      
2 674 0.103 0.316*** 0.023   
OI/E 1 668 0.807 0.898***      
2 668 0.807 0.899*** -0.025   
*** Significant at the 1% level, ** significant at the 5% level, * significant at the 10% level 
Table 5. Results of tests for Hypothesis 3 
Discussion and Conclusion 
Discussion 
We need to apprehend what factors cause the disparate result between Chae et al. (2014) and this 
research. The mode of selecting the control group (i.e., a single group or multiple groups) seems a 
noticeable factor which brings about the inconsistent results. However, the possible selection bias from 
the choice of single benchmark group (Santhanam and Hartono 2003) cannot be a serious concern 
because Chae et al. (2014) considered 296 leader-control pairs in 4 years and the sample size was large 
enough. Instead, there must be moderating or mediating factors that we did not consider. For instance, 
the firm size of control groups might have influenced firm performance. The firms in control groups 
investigated in Chae et al. (2014) were generally larger than the firms in the control groups in this study. A 
large body of prior research has shown that firm size has an effect on firm performance such as ROA or 
Tobin’s q (Wiggins and Ruefli 2002). Also, the utilization of IT is closely related to the firm size (Atasoy et 
al. 2016). Thus, the size of control groups may have had an effect on the relationship between IT capability 
and firm performance.  
Another possible cause for the discrepancy could be connected to the industry factors. Kohli and Devaraj 
(2003) proved that the type of industry had a significantly moderate impact on the payoff metric. Mithas 
et al. (2012) showed that IT has a greater effect on firm profitability in service industries than in 
manufacturing industries. We may need to investigate the impact of IT capability on firm performance 
according to the industry sectors rather than aggregate the impact to understand the mixed results.  
We would argue the necessity of replicating studies in the IS research area. As Dennis and Valacich (2014) 
state, “replication is one of the main principles of the scientific method. […] Replication will either 
improve confidence in our research findings or identify important boundary conditions.” (p. 1) To expand 
our understanding of a certain topic in the IS area, we need to retest and affirm the research results of 
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prior studies. Particularly, when mixed findings are uncovered, it becomes difficult to overemphasize the 
need for replications. Replication studies do not have limited theoretical contributions in the sense that a 
theory is iteratively improved and elaborated by developing conceptual models and supporting the models 
with empirical results. Also, replications are necessary to increase the generalizability of research models 
to other research settings (Compeau et al. 2012).  
Conclusion 
This study replicates three prior MIS Quarterly studies on the contribution of IT capability on firms’ 
financial performance. Bharadwaj (2000) and Santhanam and Hartono (2003) evidenced the positive 
association between IT capability and firm performance based on IW 500 data from 1991 to 1994. By 
contrast, Chae et al. (2014) provided no relationship between IT capability and firm performance from IW 
500 data from 2001 to 2004. This research similarly analyzed IW 500 data from 2001 to 2004 but 
compared the financial performance of leading IT groups with that of all firms in the same industry, as 
accomplished by Santhanam and Hartono (2003). Interestingly, we have observed the positive impact of 
IT capability on firms’ financial performance, contrary to results reported by Chae et al. (2014). According 
to the results of this study, we maintain that IT capability plays a critical role in developing the 
competitive advantage of firms, and an advantage that is sustained in subsequent years.  
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